Abstract. The purpose of this paper is to explore the status of economic cooperation among countries in the South East Europe (SEE) with particular attention on the cooperation between Macedonia and Albania. In line with the SEE 2020 Strategy adopted by the EU aspiring countries in 2013, increased intra-regional cooperation among the countries should be used as a preparation for a smooth and faster European and Euro-Atlantic integration. This paper provides an in-depth analysis and statistics of the overall economic cooperation, trade patterns and capital movement among the countries and identifies major obstacles for increased cooperation that could result in higher economic growth rates. The paper concludes that while the cooperation among countries of former Yugoslavia is stronger, the level of cooperation between Macedonia and Albania is still very low and could be significantly increased provided certain policy instruments are implemented.
Introduction
South East Europe region has made significant improvements in the last two decades, however, a number of challenges still remain for the region to come closer to the EU averages. The region managed to exit the crisis; however, the growth rates remain marginal, fluctuating between 1 and 2 percent, which is insufficient to address the needs for reindustrialization, increased labour force participation and reduction of extremely high unemployment rates. In addition to addressing these challenges through prudent macroeconomic policies, countries in the region need to embark upon deep strategic reforms addressing structural challenges in improving productivity and competitiveness, including in the areas of the investment climate, the labor market, and the public sector. In order to accelerate and improve growth, governments of SEE countries decided to take additional measures to move faster and better by joining forces and increasing regional collaboration. To that end, during the South East Europe Ministerial Conference held in Paris on 23-24 November 2011, ministers and high ranking officials from SEE endorsed a common regional vision to support continued economic reforms. This vision was translated into a specific South East Europe 2020 Strategy -Jobs and Prosperity in a European Perspective, adopted at a conference of ministers held in Sarajevo on 21 November 2013. The goal of the SEE 2020 Strategy is to improve living conditions in the region and enhance competitiveness and development, closely following the vision of the EU strategy Europe 2020. The Strategy contains eleven specific targets covering the 5 pillars of integrated, smart, sustainable and inclusive growth and good governance for growth.
Recent Developments
Macedonia and Albania are upper middle income countries that went through a long transition process to market economy and introduced a number of reforms aimed at improving business environment and attracting foreign investors in order to boost economic growth. National development programs of both countries have been built around very similar priorities, including strong economic growth, EU membership, rule of law/ fight against corruption, etc. Priority pillars in economic growth area are also based on the same principles, particularly related to economic development and cooperation. This could provide a good platform for better cooperation and learning from the best practices and successful policies. Albania has made significant progress in reaching its strategic goals. It joined NATO in 2008 and submitted its application for EU membership in 2009. Albania's economy continued to grow in spite of the global economic crisis at an average growth rate of 5 percent in the years 2005 -2012. However, economic growth has stalled during the recent years and Albania's growth rate in 2013 was only 2.4 percent in 2013. In 2005 Macedonia became candidate country on its road to EU membership. After a mild recession in 2012 (negative growth of 0.4 percent), Macedonian economy grew by 3.1 percent in 2013 with a positive prospect for growth of 3.5 percent in 2014. During the last decade, Macedonian governments put a lot of efforts and implemented very comprehensive set of reforms in order to improve the overall business environment in order to increase local investment and attract foreign investors. Implementing reforms in the business environment is essential for growth, boosting investment and creating jobs. It is important for the local businesses as well as for the potential foreign investors. From the cross border cooperation point of view, it is also important for encouraging trade and investment in both directions. According to the latest World Bank Doing Business report (2015), Macedonia ranks 12 in the aggregate ease of doing business indicator, leaving behind all countries in the region. With 31 regulatory reforms in total, Macedonia is 5 th best country in the world that managed to narrow the distance to frontier by 19.9 percent since 2005. Nevertheless, there are reforms that are still needed to further improve the investment climate, such as dealing with the informal economy, which has been identified as one of the main constraints by the private sector companies in the BEEPS survey 2009. Overall, Albania introduced very few reforms in the business environment in the last years and it lags behind all countries in the region in the ease of doing business rankings. This indicates that in-depth and comprehensive reforms in all areas of business environment need to be introduced immediately in order to boost growth in the coming years. Most attention needs to be paid to the areas with lowest rankings, such as dealing with construction permits (189), getting electricity (161), paying taxes (142), registering property, and enforcing contracts (96). However, in order to maximize results, it is best to introduce in-depth reforms in all area of the business environment simultaneously. Albania has made significant progress in reaching its strategic goals. It joined NATO in 2008 and submitted its application for EU membership in 2009. Albania's economy continued to grow in spite of the global economic crisis at an average growth rate of 5% in the years 2005 -2012. However, economic growth has stalled during the recent years and Albania's growth rate in 2013 was only 2.4% in 2013 20 . Similarly, Albania has implemented reforms in business climate improvements during the last decade, most notably in improving business registration procedures through establishment of the one-stop-shop centers for business registration and licensing. However, the pace of reforms has been slow and it further slowed down recently. Albania declined in its overall ranking on the World Bank's 2015 Doing Business (DB) Indicators from the 90th (2014) to the 97th position. The only reform areas captured in the latest DB report is in paying taxes, getting credit, and trading across borders. Overall, business environment in Albania has been weak and has negatively affected its growth potential. In order to become a fully functioning market economy with good business environment, Albania will need to put additional efforts and strengthen its reforms in the coming years. Albania could use the Doing Business indicators as effective tool to design new set of policies in different areas and ultimately improve its business environment, and make the most of its resources for sustainable and smart growth. and Administrative barriers to trade. Both Albania and Macedonia actively participate in the work of the CEFTA bodies and continue to closely coordinate and align their policies with the policies and positions of the EU in the WTO. In 2012 Albania held the rotating presidency of the CEFTA. While CEFTA objectives are structured around intraregional trade liberalization, trade between Western Balkan countries and EU are governed by specific Stabilization and Association Agreement (SAA) for each EU accession country. The most important benefits from SAAs are to be expected in the medium to long term horizon, resulting from the alignment of the legal and regulatory framework to the EU acquis. In addition, the multi-donor Trade and Transport Facilitation Program for Southeast Europe (TTFSE) managed by the World Bank, has provided significant assistance to design and effective implementation of customs reforms, removal of physical bottlenecks at border crossings and better coordination and collaboration between border control institutions in the region. As a result, efficiency in the border crossing has considerably improved, while reducing the import clearance times for trucks and reducing corruption in target sites. Overall, customs and border restrictions between SEE countries have eased in recent years, as also recorded in the Doing Business ranking for trading across borders indicators.
Trade liberalization

Trade Patterns
Macedonia and Albania had different transition paths and different problems to solve in the last 25 years; but generally speaking they both turned mostly to their traditional industries and trade partners. For Albania, the proximity and historical links to Italy created a unique opportunity in the early 90s to establish very strong links and partnerships with Italian companies. For a long time, Italy has been number one investor and trade partner to Albania. Most Italian apparel and footwear companies seized the opportunity to produce good quality products with very cheap labor in Albania. This, coupled with very low shipping cost and overnight deliveries potential, led to establishment of the most apparel and footwear companies as Italian or joint venture companies. Macedonia on the other hand, has very strong and traditional links to all countries of former Yugoslavia, as well as Germany, which has been the major trading partner from EU. Albania has not been on the radar of Macedonian companies in the pre 90s period, and this tradition continued after the independence as well. At the initial stage of its transition to the market economy, Macedonia turned to its traditional partners and traditional industries, such as apparel, automotive components, ag-biz products, chemical products, etc. Most of the products and industries in Macedonia and Albania are not complementary, but rather competing with each other. Both countries compete on the low cost (cheap labor) basis, so they neither differentiate nor innovate. In most sectors, manufacturers produce low value added products, and are very dependent on the buyers' decisions and preferences. Their negotiating power is very low. Only recently both Macedonian and Albanian manufacturers started to pay attention to the opportunities of moving up the value chain and creating more value added products. This however, is a higher risk process that requires additional investment on their side that only the most sophisticated and advanced companies are ready to accept. Having this in mind, as well as the size of local markets in both countries; increasing trade and investment relationship between the companies in the two countries remains a challenge.
Macedonia and Albania do not have a high volume commodity exchange established. According to the preliminary data from the Statistical Office in Macedonia, the value of total exports of goods from Macedonia to Albania in 2013 was in the range of €59 million, while the import reached €28.8 million. On the export side, Macedonia's biggest export item is in the manufactured goods classified mainly by materials (€12.2 million), crude materials, inedible, except fuels (€11.9 million), and chemicals and related products (€11.8 million). Macedonia has a trade surplus with Albania, importing mostly manufactured goods classified mainly by materials in the value of €19.2 million. As for Albania, the EU also remains important source of inward investment in Albania, with Austria, Greece and Italy (in decreasing order) being the top three EU investors in the country. However, the main source of inward investment in Albania is Canada, with large investments in the field of oil production.
There is more than one reason in doing business that correlate one with another and keep the economic partnership between two countries at a low level. As a result, Macedonian companies are continuously interested to export in other neighboring countries, and are still passively observing the situation with Albania on possible improvements in doing business and general business climate that should be made. On the other hand, Albanian companies are far more proactively looking for partners in Italy, rather than for companies from Macedonia. Both countries still keep on traditional economic relations and trust built in the past.
Overview of several sector specific issues
Agriculture The agriculture sector plays an important role in Macedonia's economy through its contributions to GDP (agriculture accounts for 12% of GDP), employment, trade and the rural economy, with the country's nearly half the population living in rural areas. About 49% of the total land area is agricultural land, split evenly between cultivable land and pastures. Of the cultivated land, about 80% is used by approximately 180,000 private family farms. Officially, almost one fifth of the working force is employed in agriculture, 14.8% of the value added products in the manufacturing sector is in the food industry and around 10% of exports is generated in agriculture. The combination of Continental and Sub-Mediterranean climate, characterized by long, warm summers and short, not too severe winters, and fertile soil provide generally excellent conditions for production of a range of food products. The major contributors to exports within the food products segment, by a wide margin, are fruit and vegetables (40.8%) and beverages (29.0%). Within the beverages part wine is the most important component. Commendably, as of 2009, the Government has made the HACCP standard obligatory for all food producers. The share of exports of agricultural and food products in total exports of the R. Macedonia in 2012 increased compared to 2011 (14.7% in 2011) and accounted 15.4%, while the share of imports of agricultural and food products also increased in the total export of the R. Macedonia and accounted 13.4%. The Albanian agricultural sector, which accounts for almost half of employment but only about onefifth of GDP, is limited primarily to small family operations and subsistence farming, because of a lack of modern equipment, unclear property rights, and the prevalence of small, inefficient plots of land. With 48% of total labor and 17% of GDP the agriculture sector continues to be one of the most important sectors of the Albanian economy. More than 50% of population lives in rural areas, where agriculture is the main activity. Agriculture is one of the most determinative sectors of the Albanian national economy. Its contribution has been decreasing over years and it is estimated at 17 % of GDP. According to the Census 2011 data 21 , there is a shift in the composition of urban/rural population, with 54% of the population living in urban areas. The real mean growth rate of agriculture production during the last five years is estimated to about 4 percent per year. The agriculture sector suffers from the small size of farms and the fragmentation of farm land, which is a barrier to production and marketing. The total agriculture land represents only 24% (about 695,520 ha) of the total area of the country. About 44% (304,000ha) of the total agriculture land is in the lowland area, with relatively high productivity potential. From a total 696,000 ha agriculture land in Albania, about 562,000 ha have been privatized and still 134,000 ha or about 20% of total agriculture land are in state ownership. Agricultural production has increased significantly in recent years. Field crop occupy about 31% of total agricultural production. Cereals, vegetables, potatoes, and wheat continue to be dominant crop. Livestock is a strategic sector in Albania. It occupies about 52% of all production of the sector. Furthermore, agro processing industry occupies about 24.4% of total estimated production from agriculture and agro-industry. The Interim Agreement and the SAA put into contractual provision the preferences granted under the Autonomous trade measures applied since 2000, by which most Albanian agricultural products had duty and quota free access to the EU. Albania is net importer, but the main exported products are vegetables, medical plants, eggs, mineral water, fruit juices etc. Complementary agriculture products produced extensively could be considered as an advantage in joint promotion of selected food products to third markets in the region and EU. High quality, traditional and produced in clean environment food products could serve as a strong promotional tool for presenting the rich offer of the cross-border region. Macedonian and Albanian agribusiness sectors share almost the same constraints, the most important being limited competitiveness of agriculture and food products mostly due to expensive and not efficient production technologies, lack of uniformed quality and lack of added value and finalization of products. Furthermore, the position of farmers in both countries needs improvements. Small size farms with small and fragmented production plots limits their development potential and cannot provide stable income to support farm holds. Migration from rural areas and unfavorable land ownership contribute to the respective problem as well. Inefficient irrigation and drainage systems, the low level of technology in use, the weak organization of farmers, low development level of agro -processing are additional challenges that need to be addressed. Apparel Apparel manufacturing is a vital part of the Macedonian economy, providing more than 40,000 jobs or about one third of the total workforce in manufacturing sector. Its average annual exports exceed $500 million or 22 percent of total exports. It has a tradition supplying a significant part of the former Yugoslavia market as well as many major brands and retailers throughout Europe and is well known for its quality products. For the last decade, the industry has suffered a slow decline in both exports and employment, exacerbated by the economic recession in key export markets. 21 Albanian Institute of Statistics, www.instat.gov.al Macedonia struggles to compete in its main type of production-cut make trim (CMT)-when compared to other production locations (e.g. Asia), except in market segments where quality and lead time are as essential as price. Many companies in the Macedonian apparel industry are looking to move upstream, into fully factored, full package, private label, or own design/brand manufacturing where companies can add more value to customers and/or capture higher margins by taking on new roles in the design and production process. Albania's apparel manufacturing sector has been very important for the country employing more than 35,000 persons and exporting more than €220 million per year, or 15.2 percent of Albania's total exports. Its main markets are Italy, Germany and Greece. The Albanian garment manufacturing history started in the 1950s, when apparel and footwear production became the country's most important industries. Apparel and textile industry in this period was producing products from fiber to garment. After 1990, most of these enterprises were privatized and many new ones were established. Apparel manufacturing has been one of the fastest growing industries in Albania, with the growth driven by a significant foreign direct investment in this sector, the availability of highly skilled workers and the entrepreneurial efforts of local business people. In the past twenty years Albania's apparel industry has been dominated by contract business, however, a number of manufacturers started to take steps to move up the value chain to full cycle production. To do that, some of the manufacturers invested in new technologies, equipment and knowledge that allowed them to add more value to customers and realize higher margins by taking on new roles in the design and production process, including the creation of their own brands and collections. Given that most of the customers and their sourcing agents prefer to have a range of various possibilities, they typically view the potential supplier companies in the larger regional context, so Macedonian and Albanian companies may find complementarities and synergies particularly when trying to enter new markets and attracting new clients. In this sense, there is a potential for joint participation at trade fairs, organizing B2B events, and inviting potential customers to visit matching companies from both countries. In addition, many sourcing agents for the big retail chains are interested in purchasing apparel products along with footwear products, so both apparel and footwear producers from Macedonia and Albania could organize joint trade events in different potential markets. Tourism Macedonia and Albania, like most Balkan countries, have positioned tourism as a development priority. They face similar challenges involving overcoming the legacy of the past, and lack of investment in the sector. Tourism growth and development are inevitable throughout the region as long as peace and security, in each country and the region as a whole prevail. In the Balkans, recovery of tourism sector started in Croatia in the mid 1990s and then later spreading to Montenegro. Croatia and Montenegro are still the high performers in the region, already established themselves as tourism hotspots. As a late entrant, Albania is lagging behind its competitors in the region whose governments have prioritized investments in supporting infrastructure and tourism planning and focused on attracting foreign operators into their domestic markets. The long term prospects of the tourism industry in Albania depend on the ability to develop modern hotel and transport infrastructure with the help of foreign investors, but also on sustainable coastal zone management and the restoration of cultural heritage attractions. Macedonia and Albania have a different level of development of tourism and tourist related infrastructure. While Albania has put its major efforts and emphasis on the coastal tourism development, neglecting its mountains, lakes, and other natural beauties; Macedonia was only able to offer its lakes, mountains, and cultural related tourism. Given the proximity and similarity of the natural beauties of Ohrid and Prespa lake, as well as rivers and mountains, there is a big potential to prepare a joint tourism offer to attract tourists interested in different types of tourism, such as adventure tourism (including rafting, hiking, biking, and similar possibilities), cultural related tourism (visit of numerous churches, monasteries, and other archeological sites from different ages), etc. A very positive example of regional cooperation in tourism has resulted in creating a National Geographic Website Project on Western Balkans. This collaboration resulted in the National Geographic Supplement on Western Balkans, aimed to establish the Western Balkans Geotourism Mapguide -Land of Discovery: 46 Outstanding Ways to Experience Albania, Bosnia and Herzegovina, Kosovo, Macedonia and Serbia, in partnership with the National Geographic Traveler magazine (http://www.balkansgeotourism.travel), an interactive web portal hosted by the National Geographic. The portal highlights the cultural, historic, and natural assets unique to the Western Balkans. In addition to the joint tourism offer, there is a potential to increase cooperation in this area by to ensuring harmonization of standards for categorization of tourist and catering facilities and hotels. Lack of uniformed approach in categorization of tourist facilities undermines faster growth of tourism in both countries.
Conclusions
Macedonia and Albania do not have a high volume commodity exchange established. Italy still remains the single most important trading partner for Albania. For Macedonia, EU is still the biggest trading partner both for exports and imports, with Germany being the single most important partner. The inflow of FDI from Albania to Macedonia has been close to zero for most of the period in the decades of transition. The highest volume of FDI inflow from Albania was registered in 2010 amounting to €37.32 million or 1.12 percent of total FDI value. Main constraints hampering higher level of cooperation and trade across border cooperation between Macedonia and Albania could be summarized as following: (i) there are very few information and analysis available to businesses on both sides on the opportunities to trade or invest in the other country; (ii) most of the products and industries in Macedonia and Albania are not complementary, but rather competing with each other; (iii) a number of business owners from Macedonia interested in starting a business or trade relationship with Albanian partners, stressed the problem of lack of rule of law and contracts enforcement in Albania. In addition to the general, across the board impediments, there are sector specific issues. Macedonian and Albanian agribusiness sectors share almost the same constraints, the most important being limited competitiveness of agriculture and food products mostly due to expensive and not efficient production technologies, lack of uniformed quality and lack of added value and finalization of products. Apparel sectors in Macedonia and Albania have been dominated by contract business and low value added products. There is a potential for joint participation at trade fairs, organizing B2B events, and inviting potential customers to visit matching companies from both countries. Macedonia and Albania have a different level of development of tourism and tourist related infrastructure. Still, given the proximity and similarity of the natural beauties there is a big potential to prepare a joint tourism offer to attract tourists interested in different types of tourism, such as adventure tourism, cultural related tourism etc. In addition, there is a potential to increase cooperation in this area by to ensuring harmonization of standards for categorization of tourist and catering facilities and hotels.
